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Abstract 
This study aims to determine the effect of Islamic bank financing diversification based on economic sectors and 
based on the type of use on profitability. This study uses financing data for Islamic Banks and Islamic Business 
Units in 2014-2018. The data in this study are the times series data. Data analyzed by used multiple linear 
regression analyses. This research provides that results that the HHI of diversification of Islamic bank financing 
based on the economic sector is positively related to increasing the profitability of Islamic banks. It means 
diversification of financing based on high economic sectors, has an impact on reducing the profitability of Islamic 
banks in Indonesia. While the HHI of diversification of financing by type of use give a significant influence in 
increasing the profitability of Islamic banks in a negative direction. If Islamic banking only focuses on channeling 
financing to the consumption sector, it can have an impact on decreasing profitability. So that Islamic banking 
needs to equalize the distribution of consumption to the working capital and investment sectors. The results of 
this study are interesting because it can be used as a reference for Islamic banking in determining the policy of 
diversification of financing to obtain high profitability with low risk. 
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1. INTRODUCTION 
Credit activities (financing) are very important in 
the economy, especially for countries with a financial 
system based on a bank (bank base). The best 
financing method is from managers to use debt 
(equity) to maximize banking performance (Daud et 
al., 2016). As a result, the success and failure of banks 
in managing credit will affect economic activity and 
development (Christianti, 2011). 
Funding is the main activity of banking. Funding 
is carried out using third party funds, namely funds 
obtained from the public in the form of savings, time 
deposits, and current accounts. The higher the 
distribution of funding provided, the higher the 
profitability of banks. This is the following research 
(Marwa, 2013) which concluded that the distribution 
of funding has a positive effect on profitability. 
Profitability is the basis of the relationship 
between services produced by a bank and the quality 
of operational efficiency, the more efficient the 
operations of a bank, the quality of care will increase, 
and this can increase profitability. Profitability is a 
more important issue than just profit because large 
profits alone are not a measure that the company is 
working efficiently. Profitability ratios are used to 
measure the effectiveness of management aimed at the 
size of the level of profits obtained about to with 
concerning the allocation of funds and investment. 
Weygandt et.al (2009),concluded that the 
profitability ratio is the ratio used to measure the 
effectiveness of overall company management as 
indicated by the number of profits earned by the 
company, in this case, is an Islamic reproduction. 
Kuncoro, (2002) states that ROA shows 
management's ability to manage available assets to get 
net income, while Siamat, (2005) suggests that ROA 
is a ratio that provides information on how efficient a 
company is in conducting its business activities 
because this ratio indicates how much profit can be 
obtained on average against each rupiah of its assets. 
In this study, the ratio used to measure the 
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performance of a company is Return on Assets 
(ROA). 
According to Moudud-Ul-Huq et al (2018), the 
best proxy for measuring bank performance is the 
ROA ratio. Measurement of the company's financial 
performance with ROA has the advantage that ROA is 
a comprehensive measurement that entirely affects the 
financial statements as reflected in this ratio. Another 
advantage gained from performance measurement 
with ROA is that ROA is a denominator that can be 
applied to every organizational unit responsible for 
profitability and business units (Munawir, 2002). 
Financial ratios are said to be useful if they can 
be used to assist in decision making. If the relationship 
of financial ratios with earnings growth has a 
significant effect, it can be said that financial ratios are 
beneficial, if on the contrary it is said to be not useful 
(Umam, 2013). 
Because of profitability is so important, 
suitability in allocating bank funds is a major factor in 
bank sustainability. The purpose of bank fund 
allocation is to maximize profitability and minimize 
risk and maintain public confidence in a safe liquidity 
position. Errors in the allocation of funds affect the 
level of profitability, the greater the impact on the 
soundness of a bank. Good bank health can increase 
the growth of banking assets. The following graph is 
the growth of Islamic bank assets in 2012 to 2018. 
 
Graph 1. Growth of Islamic Bank Asset 2012-2018 
Data source: Islamic banking statistics (processed, 
2019) 
From the graph above it can be seen that the total 
assets of Islamic banks have increased from 2012-
2018. The increase in assets indicates that public 
confidence in Islamic banks is increasing. But the 
increase in Islamic bank assets is not necessarily in 
line with the increase in profitability of Islamic banks. 
Various strategies are carried out by banks to improve 
profitability, one of those strategies is diversification. 
In research (Inder Singh, 2014) states that 
diversification affects assets. The following graph is 
the profitability of Islamic banks from 2013 until 
2018. 
 
Graph 2. ROA Development of Islamic Banks in 
2013-2018 
Data source: Islamic banking statistics (processed, 
2019) 
Unlike the Islamic bank assets which increased 
from 2012-2018, the profitability of Islamic banks 
fluctuated up and down in the achievement of profits, 
as happened in graph 2 above. The profitability of 
Islamic banks decreased in 2014. The condition did 
not last long because in 2015 until 2018 there was an 
increase again. Even the significant increase in 2017-
2018. From the fluctuation of the profitability level, 
whether the diversification of financing is one of the 
factors that influence it, this is an interesting 
background for further research. 
Diversification is one of the main topics of 
financial literacy. This strategy is also important for 
banks as financial institutions (Turkmen & Yigit, 
2012). Diversification is a form of business expansion 
geographically or by-products. Satoto (2009) in 
Chandini Dewi et al., (2017) states that minimizing 
risk can also be done by diversifying the business. The 
way to do business diversification is to expand 
markets that develop new products to suit the market 
so that they can have an advantage in competing. 
Diversification is one of the important strategies 
for banks as financial institutions. Banks can diversify 
financing to improve performance and reduce 
financing risks. Diversification is a strategy that 
focuses on actions to gain a competitive advantage by 
selecting and managing different business groups in 
several industries and markets (David, 2008). Most 
companies including banks use diversification 
strategies to enhance strategic competitiveness. When 
the diversification strategy increases strategic 
competitiveness, the company's performance will 
increase. Another reason for undertaking a 
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diversification strategy is to gain greater market power 
than its competitors (Sulastri, 2013). 
Diversification of financing aims to reduce the 
probability of financing risk (default) financing 
customers in various sectors (Jahn et al., 2013). 
Financing risk reduction can be done by specializing 
in providing financing. This specialization can be 
achieved by reducing the ratio of financing 
diversification based on the type of financing 
((Alshomaly, 2014);(Diamond, 1984)). For example, 
banks can diversify financing in the economic sector. 
Banks can also diversify financing based on the type 
of use, which includes the working capital sector, 
consumer sector, and investment sector). 
Traditional banking theory shows that banks that 
diversify their financing portfolios can reduce the risk 
of financing. Less diversified banks will get the risk is 
higher for the economic downturn because they 
expose themselves to several sectors (Diamond, 
1984). Diversification of financing has the benefit of 
one diversified bank that can be better able to absorb 
shocks. The shocks in question are that if there are 
unstable economic conditions, banks will be stronger 
protected from the risk of increasing bad credit and 
smaller bankruptcy risks faced (Guerry & Wallmeier, 
2017). 
The implementation of diversification by banks 
requires monitoring costs in addition to profits. Banks 
will choose to diversify policy if the benefits of this 
policy outweigh the costs incurred ((Moudud-Ul-Huq 
et al., 2018); (Belguith & Bellouma, 2018)). Although 
the cost of monitoring will reduce bank profitability, 
at the same time, financing diversification 
accompanied by supervision and monitoring will help 
offset credit risk to be lower. The selection of the right 
financing customers will save money in monitoring 
financing costs. This can maximize banking 
profitability (Prastiwi & Anik, 2020). 
Financing Diversification versus concentration of 
financing has become one of the most important issues 
to be discussed regarding bank stability ((Belguith & 
Bellouma, 2018). Referring to the financing 
diversification theory, namely the classical financial 
theory shows that diversification must be a way to 
reduce credit risk ((Diamond, 1984). Whereas in 
reality, banks in the distribution of financing have two 
strategies that are diversification or concentration. 
Some banks decided to concentrate on the distribution 
of financing into sectors that they consider to have 
advantages.  
This research aims to determine the impact of 
the diversification strategy based on the economic 
sector and the type of use which are the priority sectors 
of the government through banking on banking 
profitability. It is expected that policies, to encourage 
financing, can be developed, so that the banking 
contribution to economic growth can be increased 
(Otoritas Jasa Keuangan, 2015). 
The classification of financing based on the 
economic sector is based on the need to determine the 
policy direction of bank financing qualitatively and 
emphasizes the economic sector that is prioritized in 
financing with bank financing  (Christianti, 2011). In 
this study, the classification of financing by economic 
sector is classified into sectors: (a) Agriculture, 
Forestry and Agricultural Facilities, (b) Mining, (c) 
Industry, (d) Electricity, Gas and Water, (e) 
Construction, (f) Trade, restaurants, and hotels, (g) 
Transportation, Warehousing and Communication, 
(h) Social / Community Services. Diversification of 
financing by type of use is classified (Christianti, 
2011): working capital, Investment, and 
Consumption.  
Review of Literature 
Profitability is the basis of the link between 
operational efficiency and the quality of services 
produced by banks. The more efficient the operations 
of a bank, the quality of services will increase. This 
can increase profitability. In Banking, the profitability 
ratio is used to measure the effectiveness of the overall 
management directed by the size of the level of 
profitability obtained about the distribution of 
financing and investment. By distribution of financing 
and investment maximum, Islamic banking gets 
maximum profitability.  
Distribution of Islamic banking financing to 
maximalize profitability needs to be evaluated, among 
the banking strategies is to diversify financing to 
reduce the risk of bad financing and increase bank 
profitability. Most companies including banks use 
diversification strategies to enhance strategic 
competitiveness. When a diversification strategy 
increases strategic competitiveness, the company's 
performance will increase by competitors (Sulastri, 
2013). Financing Diversification versus concentration 
of financing has become one of the most important 
issues to be discussed regarding bank stability 
((Belguith & Bellouma, 2018). 
Referring to the financing diversification theory, 
namely the classical financial theory shows that 
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diversification must be a way to reduce credit risk 
((Diamond, 1984). Whereas in reality, the bank's 
distribution of financing has two strategies of 
diversification or concentration. Some banks decided 
to concentrate on the distribution of financing into 
sectors that they consider to have advantages.  
Previous research also showed that 
diversification strategies affect financial performance, 
including Christianti (2011); Prastiwi&Anik 
(2020)the results of the study indicate that 
diversification based on economic sectors influences 
on increasing bank profitability. (Nisar et al., 2018) 
diversification based on the economic sector's 
influence on increasing bank profitability. Molyneux 
& Yip, (2013) survey on Islamic countries that 
practice multiple banking systems, found that 
diversification has a positive impact on banking 
performance found more in Islamic banking than 
conventional banking. Chatti et al.,(2013) examined 
eight Islamic banks in Malaysia and found that, 
despite low banking efficiency, portfolio 
diversification could improve the performance of 
these banks. Moudud-Ul-Huq et al., (2018), 
diversification can be beneficial if the activity 
diversified banks less risky, and have high returns. 
While diversification can be detrimental to the 
banking system if the diversified activities have high 
risks and low returns. Chen et al., (2018), the result 
shows that diversification affects the performance of 
banks in countries with multiple banking systems. 
However, diversification is appropriate for banks with 
large assets, both conventional banking and Islamic 
banking. Beck & De Jonghe (2014) provide evidence 
from cross-country analysis and show that the 
concentration of financing in a few sectors can 
increase volatility and systemic risk exposure and not 
provide a higher return.Chepkorir et al., (2019) the 
diversification of activities of credit has reduced the 
credit risk in customer financing. 
But there is also a diversification strategy that is 
not the right thing to reduce bank profitability. Mulwa 
(2018), the results showed that credit diversification 
based on the economic sector had a negative 
significant effect on the increasing profitability of 
banks in East Africa. Inder Singh, (2014), the result of 
this study that diversification does not help banks in 
Punjab increase profits, but on the contrary, it hurts 
profits. Acharya et al., (2006) the result of this study 
diversification reduces banking returns in Italy and 
increases the risk of bad credit.   
Based on the description above, this research 
hypothesis is prepared whether the diversification of 
financing of Islamic banking has a positive impact on 
profitability or otherwise. Referring to the theory of 
financing diversification, whether diversification can 
increase profitability or reduce the profitability of 
Islamic banks, then it becomes interesting to do 
further research. Given the issue of diversification of 
Islamic banks, financing is growing widely still not 
tested. Thus, it is considered necessary to examine 
more deeply the effect of diversification of financing 
on the profitability of Islamic banks. This research 
hypothesis is: 
H1: whether the financing diversification based 
on the economic sector of Islamic banking has a 
positive impact on profitability  
H2: whether the financing diversification based 
on the type of use of Islamic banking has a positive 
impact on profitability 
 
2. RESEARCH METHOD 
This type of research is a quantitative study using 
secondary data. Variables in this research are 
financing diversification based on the economic sector 
(X1), financing diversification based on types of use 
(X2), and profitability (Y). Profitability is the ratio 
used to measure the effectiveness of overall company 
management as indicated by the number of profits 
earned by the company, in this case, is an Islamic 
reproduction. In this study, the ratio used to measure 
the performance of a company is Return on Assets 
(ROA). According to Moudud-Ul-Huq et al (2018), 
the best proxy for measuring bank performance is the 
ROA ratio. 
The higher ROA produced by a company, the 
better the company in improving the company's 
financial performance. Based on the Financial 
Services Authority Circular Letter Number 10 / 
SEOJK.03 / 2014 Regarding the Health Level 
Assessment of Islamic Commercial Banks and Islamic 
Business Units, the ways to measure ROA are as 
follows: 
𝑅𝑂𝐴 =  
Net profit
Total assets
 𝑥 100% 
Diversification of financing based on economic 
sectors is classified into 8 sectors, namely (1) 
Agriculture, Forestry, and Agricultural Facilities; (2) 
Mining; (3) Industry; (4) Electricity, Gas and Water; 
(5) Construction; (6) Trade, restaurants, and hotels; 
(7) Transportation, Warehousing and 
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Communication; (8) Social / Community Services. 
While financing diversification based on the type of 
use is classified into 3 categories: (1) working capital; 
(2) investment; (3) consumption. 
The population of this study is Islamic Banking 
in Indonesia. while the sample data is Islamic 
Commercial Banks and Islamic Business Units in 
Indonesia for the period of January 2014 - December 
2018. The data consists of Islamic banking monthly 
financial reports published in sharia banking statistics 
reports, the total sample data in this study were 60 
data. The main sources of data are (1) financing table 
reports based on the business field and not the business 
field receiving the financing, (2) financing, and NPF 
based types of use and business categories of 
Indonesian Islamic Banking Statistics.  
This research uses the method of multiple linear 
regression analysis. Before proceeding to multiple 
linear regression analysis, the data are tested on 
classical assumptions first so they are not biased. 
The method for measuring diversification 
variables and financing risks is to use the Hirschman 
Herfindahl Index (HHI). The Herfindahl Index is 
defined as the result of industrial sales divided by sales 
of each industry segment ((Meija, 2011); (Acharya et 
al., 2006)). HHI shows how concentrated a company 
is in its business segment (Siregar, Sylvia Veronica 
Diyanty, Vera Christiningrum, MF Yuniasih, 2014). 
The index has a value of 0 to 1. According to The 
Federal Trade and Commission in the US, companies 
are said to be diversified if the value of HHI is smaller 
than 0.18. HHI index value is 0, then the market is in 
the low concentrated category, and vice versa. The 
higher the value of HHI, the higher the distributed 
company ((Chandini Dewi et al., 2017); (Buch et al., 
2006)). The following formula for calculating HHI 
((Meija, 2011); (Acharya et al., 2006); (Buch et al., 
2006)): 
𝐻𝐻𝐼 =  ∑ (
𝑋𝑖
𝑄
)
2𝑛
𝑖=1
 
HHI = Hirschman Herfindahl Index 
and = the number of groups measured 
i  = the group measured 
Xi  = total group financing 
Q  = total financing provided by the bank 
 
3. RESULT AND DISCUSSION 
3.1. Results 
 Data and Sample Selection 
The data in this study are the data of Islamic 
Commercial Banks and Islamic Business Units in 
Indonesia for the period of January 2014 - December 
2018. The main sources of data are (1)  financing table 
reports based on the business field and not the business 
field receiving the financing, (2) financing, and NPF 
based types of use and business categories of 
Indonesian Islamic Banking Statistics.  
Before proceeding to multiple linear regression 
analysis, the data are tested on classical assumptions 
first so they are not biased. Normality test results are: 
Table 1. One-Sample Kolmogorov-Smirnov Test  
One-Sample Kolmogorov-Smirnov Test 
 
Unstandardized 
Residual 
N 60 
Normal Parametersa,b Mean .0000000 
Std. 
Deviation 
.00283812 
Most Extreme 
Differences 
Absolute .080 
Positive .048 
Negative -.080 
Test Statistic .080 
Asymp. Sig. (2-tailed) .200c,d 
a. Test distribution is Normal. 
b. Calculated from data. 
c. Lilliefors Significance Correction. 
d. This is a lower bound of the true significance. 
Data source: Data processed by SPSS 2019 
A good regression model is to meet the 
assumption of normality. Based on table 1 above, the 
data are normally distributed because the 
asymp.sig.(2-tailed) shows that 0.200>0.05, so it can 
be concluded that the data is normally distributed or 
passed the normality test. 
The multicollinearity test results are as follows: 
 
Table 2The Test of Multicollinearity 
Coefficientsa 
Model 
Unstandardized Coefficients Standardized Coefficients t Sig. Collinearity Statistics 
B Std. Error Beta   Tolerance VIF 
1 (Constant) -.022 .060  -.358 .722   
LOG_HHIE .073 .036 .310 2.023 .048 .442 2.260 
LOG_HHIJ -.199 .082 -.373 -2.433 .018 .442 2.260 
a. Dependent Variable: ROA 
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Data source: Data processed by SPSS 2019 
 
If the VIF value is less than 10 and or the 
Tolerance value is more than 0.01 then it can be 
interpreted that there is no multicollinearity problem, 
and vice versa. Based on table 2 above, the values of 
the two independent variables show a tolerance value 
of 0.442> 0.1 or a VIF value of 2.260 <10, then 
conclude that between independent variables there is 
no multicollinearity or passing the Multicollinearity 
Test. 
Autocorrelation Test Results are as follows: 
Table 3. Durbin Watson Test 
Model Summaryb 
Model R 
R 
Square 
Adjusted R 
Square 
Std. Error of 
the Estimate 
Change Statistics Durbin-Watson 
R Square 
Change 
F Change df1 df2 
Sig. F 
Change  
1 .639a .408 .387 .002887484 .408 19.620 2 57 .000 .834 
a. Predictors: (Constant), LOG_HHIJ, LOG_HHIE 
b. Dependent Variable: ROA 
Data source: Data processed by SPSS 2019 
 
The results of the autocorrelation test carried out by the Durbin Watson test with a result of 0.727 where -2 
<0.834 <2, it can be concluded that this study is also free of autocorrelation symptoms. 
Heteroskedasticity Test with Glejser test is as follows: 
Table 4. Glejser Test 
Coefficientsa 
Model 
Unstandardized Coefficients Standardized Coefficients t Sig. Collinearity Statistics 
B Std. Error Beta   Tolerance VIF 
1 
(Constant) -.065 .039  -1.690 .096   
LOG_HHIE -.043 .023 -.364 -1.884 .065 .442 2.260 
LOG_HHIJ -.076 .052 -.280 -1.448 .153 .442 2.260 
a. Dependent Variable: ABS_RES_1 
 
Based on table 4, the sign value.for LOG_HHIE and LOG HHIJ are 0.065 and 0.153, both bigger than alpha 
0.05, or the 0.065 and 0.153 > 0.05 for the independent variable. It means that heteroscedasticity does not occur 
or passes the heteroscedasticity test.  
Determination Coefficient (R2) Test Results  
Table 5. Coefficient of Determination (R2) 
Model Summaryb 
Model R 
R 
Square 
Adjusted R 
Square 
Std. Error of 
the Estimate 
Change Statistics Durbin-Watson 
R Square 
Change F Change df1 df2 
Sig. F 
Change  
1 .639a .408 .387 .002887484 .408 19.620 2 57 .000 .834 
a. Predictors: (Constant), LOG_HHIJ, LOG_HHIE 
b. Dependent Variable: ROA 
Source: Data processed 2019 
 
The results show that the magnitude of the 
influence of the contribution of the independent 
variable that is financing diversification based on the 
economic sector and the type of use to the profitability 
of Islamic banking indicated by Adjusted R Square of 
38,7% and the remaining 61.3% is influenced by other 
variables outside the model submitted in this study. 
Results of F Test Statistics  
F Statistical Test Results are as follows: 
Table 6. F Statistical Test Results 
ANOVAa 
Model 
Sum of 
Squares Df 
Mean 
Square F Sig. 
1 Regression .000 2 .000 19.620 .000b 
Residual .000 57 .000   
Total .001 59    
a. Dependent Variable: ROA 
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b. Predictors: (Constant), LOG_HHIJ, LOG_HHIE 
Source: Data processed 2019 
 
The results of the F test show an F count of 
19.260 with a sig value of 0.000 which means that 
there is a significant and simultaneous influence of 
financing diversification based on the economic sector 
and the type of use to the profitability of Islamic 
banking in Indonesia. This F test also shows that 
regression models are linear. It means that this 
regression model has accurately described the factors 
that influence the performance of Islamic banks in 
Indonesia, namely diversifying. 
Hypothesis Test Results 
The results of this study indicate that the variable 
of financing diversification based on the type of use 
has a significant influence on the profitability of 
Islamic banking in a negative direction. While the 
variable diversification of financing based on 
economic sectors affects the profitability of Islamic 
banking in a positive direction. So from the tests that 
have been carried out it can be seen the regression 
equation produced in this study are as follows: 
ROA = -0.022 + 0.073 LOG_HHIE –0.199 
LOG_HHIJ + er 
From the estimated regression model it is known 
that the impact arising from the influence provided by 
the HHI of diversification of financing based on the 
economic sector is 0.073 with a positive direction on 
the profitability of Islamic banking. While HHI of 
financing diversification based on the type of use 
produces a value of 0.199 with a negative direction 
towards the profitability of Islamic banking in 
Indonesia. 
 
3.2. Discussion 
Based on the results of the hypothesis test above, 
the magnitude of the influence HHI of diversification 
of financing based on the economic sector has 
significant influence with a positive direction on the 
Islamic bank's profitability. This means that the more 
banks diversify financing into the economic sector, the 
lower the concentration of Islamic banks in the 
distribution of financing, the closer it is to the 0 HHIE 
concentration index, the lower the profitability of 
Islamic banks. This research is in line with the 
research from (Tabak et al., (2011); Inder Singh 
(2014)) which states that credit diversification based 
on high economic sectors, reduces the profitability of 
Islamic banks. But it is different from the results of 
research Mulwa (2018); and Christianti (2011) which 
states that the more banks diversify credit to various 
sectors, the more bank profitability increases. 
The results of this study can be explained by the 
results of the HHI index of financing diversification 
based on the economic sector, as the following graph: 
 
Graph 3. Value of HHI Diversification of Financing 
Based on Economic Sector Islamic Bank 
Data source: Islamic Banking Statistics 
(processed, 2019) 
 
Based on Graph 3 above, shows the average value 
of HHI diversification of financing based on economic 
sectors is 0.170. This value is less than 0,18, meaning 
that diversification tends to be high, which means 
Islamic banks distribute financing to various 
economic sectors, not just focus on a few sectors. 
However, this can impact on the profitability of 
Islamic banks. Islamic banking must examine policies 
to diversify financing into various economic sectors 
because it can hurt profitability.  
Some opinions do recommend that banks 
diversify to maximize performance. However, these 
results indicate that diversification of financing 
reduces bank profitability. This appears to be due to 
several reasons, including First, poor financing 
monitoring. Banks may not have expertise in 
monitoring new economic sectors. Also, the 
monitoring process in implementing banking 
diversification policies can reduce cost-efficiency. 
Likely, the number of monitoring costs can directly 
affect the achievement of bank profitability (ROA). 
Second, the risk of financing Indonesian banks may be 
higher. Many things that affect the characteristics of 
the community in returning credit loans differ between 
countries, it could be because of people's morals, the 
level of economic prosperity, and so on. Third, it lacks 
good experience in diversification. Fourth, it could 
also be due to intense banking competition. Banking 
competition in the target of distribution of large 
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amounts of financing has caused banks to be 
unfavorable in the selection of distribution of 
financing. 
Based on the results of this study, Indonesian 
Islamic banking needs to focus more on the 
distribution of financing to only a few potential 
sectors, as shown in the following table of the 
distribution of Islamic banking financing in Indonesia: 
Table 7. Distribution of Islamic Banking Financing in Indonesia As of December (In Billion IDR) 
Distribution of Financing to the Economic Sector 2014 2015 2016 2017 2018 
Agriculture, Forestry, and Agricultural Facilities 5.679 7.950 8.531 10.419 11.497 
Mining 4.597 6.145 6.604 6.864 5.410 
Industry 13.300 17.982 19.745 21.463 24.363 
Electricity, Gas, and Water 5.492 6.427 8.117 11.044 16.600 
Construction 11.669 11.193 14.435 22.198 24.648 
Trade, restaurants, and hotels 24.287 25.993 30.319 32.839 33.166 
Transportation, Warehousing, and Communication 12.192 11.072 10.921 10.087 9.374 
Social / Community Services 11.022 2.550 3.030 4.021 4.788 
Source: Indonesian Islamic Banking Statistics, data processed (2019) 
 
As based on the above table, Islamic banking is 
quite focused on several sectors that are felt to be 
beneficial, such as the trade, restaurant and hotel 
sectors, the industrial sector, the construction sector, 
and the Transportation, Warehousing, and 
Communication sectors. 
Islamic banking provides less funding for the 
mining sector because the mining sector in general is 
long-term financing, so it requires higher funds. While 
the distribution of funding for the agriculture sector, 
forestry, and agricultural facilities, Islamic banking is 
also less than the other sectors. This is because the 
target of financing customers is dominated by small 
and medium-sized communities with small and 
medium scale financing. In Indonesia, small and 
medium scale financing is not only provided by 
Islamic banking but "koperasi" and Baitul Maat Wat 
Tamwil (BMT) also provide funding to them. 
Koperasi and BMT in Indonesia is an institution that 
also provides sharia financing services to the public. 
This makes Islamic banking in channeling credit in the 
agriculture, forestry, and agricultural facilities sectors 
not too large.  
Distribution of Islamic banking loans to sectors 
with high risk, causing high non-performing loans to 
need to be reduced. Sectors that have the potential to 
cause high non-performing loans need to be reduced. 
Bad credit is considered as one of the main problems 
in terms of financial health and bank health (Mostak 
Ahamed, 2017). High non-performing loans have a 
significant impact on the entire economy of a country. 
High credit risk can affect the profitability of Islamic 
banking. 
This policy of reducing the distribution of 
funding to sectors that are considered high risk (bad 
credit) creates a dilemma between banks and the 
government. Banking is oriented towards maximum 
profitability, while the government is oriented to 
providing working capital by involving banks as 
providers of funds to the public. For the government, 
banking is a significant supporting factor for the 
growth of the real sector. Banking becomes the 
driving force of the national economy by creating 
jobs. This can be done if banks distribute financing to 
the public in various productive sectors, such as 
industry, agriculture, fisheries which absorb a lot of 
jobs. The orientation of interests between banks and 
the government must continue to be carried out with 
each maximum, but it must still be adopted policies 
that benefit all parties, both banks, and the 
government. 
This study provides results that can be an 
evaluation of Islamic banking in Indonesia is 
concentrated in the finance portfolio. If Islamic banks 
provide financing that is concentrated in several 
economic sectors, this can reduce the cost of 
monitoring financing customers affects increasing 
profitability of Islamic banking. According to 
Simpasa & Pla (2016), the cost of monitoring 
minimum financing can maximize efficiency and 
increasing the profitability of banking. This policy has 
the effect of imposing potential risks on the 
concentration sector.  
While the diversification of financing by type of 
use shows a significant negative effect on Islamic 
bank's profitability. The effect of diversification of 
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financing by type of use has a negative direction on  
Islamic bank’s profitability, this means that the higher 
the diversification of Islamic bank financing by type 
of use, the lower the concentration, the closer it is to 0 
HHI index, the higher the impact profitability. 
Diversification of financing based on the type of 
use has a negative influence on the profitability of 
Islamic banks can be explained based on the HHI 
indicator (Hirschman Herfindahl Index), where if the 
value of HHI approaches 0 then financing 
diversification tends to be high, meaning that Islamic 
bank financing is more focused on one or several 
sectors and vice versa. Diversification of financing 
based on the type of use shows the value of HHI as 
shown in the following figure: 
 
Graph 4. Value of HHI Diversification of Financing 
Based on Usage Type Islamic Bank 
Data source: Islamic Banking Statistics (processed, 
2019) 
 
From graph 4 above, it can be seen that the 
distribution of Islamic bank financing based on the 
type of use shows an average HHI value of 0.355 
greater than 0.18. This means that the diversification 
of financing by type of use tends to be lower. 
Diversification of financing based on the type of use 
has a negative influence on the profitability of Islamic 
banks means shows that the distribution of Islamic 
bank financing is more focused on the consumption 
sector, compared to working capital and investment 
have an impact on the decline in profitability of 
Islamic Banks. The results of the study that the largest 
Islamic bank financing to the consumption sector is 
not new news. Islamic banking is boosting consumer 
financing in 2017 to improve its performance. Until 
mid-2018 several Islamic banks were able to score 
quite a high financing growth in the consumption 
sector. Financing in the consumption sector is easier, 
making banking more popular.  
 
Graph 5. Funding Distribution Chart Islamic Bank 
Data source: Islamic Banking Statistics (processed, 
2019) 
 
Based on Graph 5 above, the distribution of 
financing in the consumption sector is still dominant 
for banks, including Islamic banks. The results of this 
study indicate that if Islamic banking only focuses on 
channeling financing to the consumption sector, it can 
have an impact on decreasing profitability. So that 
Islamic banking needs to equalize the distribution of 
consumption to the working capital and investment 
sectors. Currently, banks are still dominated by 
financing in the consumption sector rather than 
productive. This is due to the easier process of 
proposing financing in the consumption sector. In 
general, productive sector financing (investment and 
working capital) requires a business feasibility 
analysis as a basis for banking to assess whether or not 
the business actor receives financing from the banking 
sector. Also, the productive sector, both the 
investment sector and working capital, depends on the 
mindset of the community and the conditions of the 
local community.  
Based on the study's result, the distribution of 
Islamic banking financing distribution needs to be 
equated with other sectors, namely the working capital 
and investment sectors. Bank Indonesia has 
formulated a policy to encourage lending to the 
productive sector, regarding the rising trend in 
consumer financing. The distribution of Islamic 
banking financing to the working capital and 
investment sectors also helps the government program 
to provide working capital for Small and Medium 
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Enterprises (MSMEs). So far, Islamic banking is quite 
concentrated in the distribution of consumption sector 
financing alone. 
But it should be recognized that the consumption 
sector is indeed the driving force of economic growth. 
But if overconsumption financing can encourage 
inflation and vice versa if economic growth is driven 
by the productive sector (investment and working 
capital) then it can reduce the inflation rate. 
This study is to examine diversification's effect of 
financing by the economic sector on the profitability 
of Islamic banking. The results of this study show that 
diversified financing can have an impact on the 
decline in the profitability of Islamic banks. This has 
implications for the future that Islamic banking must 
examine policies to diversify financing into various 
economic sectors. Islamic banking will do 
diversification strategy or to be more focused in the 
distribution of fund distribution to only a few potential 
sectors.  This study also aims to determine 
diversification’s effect of financing by type of use on 
profitability. The Result is if Islamic banking only 
focuses on channeling financing to the consumption 
sector, it can have an impact on decreasing 
profitability. This has implications for the future that 
Islamic banking needs to equalize the distribution of 
consumption to the working capital and investment 
sectors. 
This research effort has been made and 
implemented following the scientific procedure, 
however, still has limited the research done using only 
secondary data and only use financial ratios as a 
representation of several financial ratios that exist 
which also has drawbacks in terms of accuracy. Also, 
there are other variables as control variables that affect 
the dependent variable that has not been included in 
this study, such as banking size, banking liquidity, and 
so on. 
 
4. CONCLUSION 
This study is to examine diversification's effect of 
financing by the economic sector on the profitability 
of Islamic banking. The results in this study are the 
diversified financing by the economic sector is high, 
the impact of reducing the profitability of Islamic 
banks in Indonesia. Indonesian Islamic banking 
distribution of finance to various economic sectors, 
not only focusing on a few sectors. Islamic banking 
needs to be more focused on the distribution of fund 
distribution to only a few potential sectors. Such as the 
trade, restaurant and hotel sector, and the industrial 
sector. Sectors that have the potential to cause high 
non-performing loans need to be reduced. Banks that 
provide financing that is concentrated in several 
economic sectors, can reduce the cost of monitoring 
financing customers. This policy has the effect of 
imposing potential risks on the concentration sector. 
The results of this study show that diversified 
financing can have an impact on the decline in the 
profitability of Islamic banks. So that Islamic banking 
must examine policies to diversify financing into 
various economic sectors. 
This study also aims to determine 
diversification’s effect of financing by type of use on 
profitability. The results in this study can indicate that 
diversification of financing based on the type of use 
that is low tends to reduce the profitability of Islamic 
banks. This means that if Islamic banking only focuses 
on channeling financing to the consumption sector, it 
can have an impact on decreasing profitability. So that 
Islamic banking needs to equalize the distribution of 
consumption to the working capital and investment 
sectors. Currently, banks are still dominated by 
financing in the consumption sector rather than 
productive, namely the investment sector and working 
capital. Bank Indonesia has formulated a policy to 
encourage lending to the investment and working 
capital sectors. The distribution of Islamic banking 
financing to the working capital and investment 
sectors also helps the government program to provide 
working capital for Small and Medium Enterprises 
(MSMEs). So far, Islamic banking is quite 
concentrated in the distribution of consumption sector 
financing alone. If the distribution of financing in the 
excess consumption sector can encourage inflation 
and vice versa if economic growth is driven by the 
productive sector (investment and working capital) 
then it can reduce the inflation rate. 
Further research is expected to use the primary 
data source, additional qualitative data by the method 
of literature study and interviews with informants. 
Also, researchers can then add a control variable in it. 
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